Scenario |
Ciricorp decides o create iy own glohal acoepionce mark ond merchant network. Crhank wondd initielly ek tiis
mark to existing Visa & MC i portjolios, with a long-terin goal of droppmg UV MC when adequaie global
doceplahice altaned

Execution steps

* puta new mark on newly issued and re-issued Visa & MC cards;

s re-enler merchant aequinng busingss through acquisibion and/or stralepic partnerships,
e aggressively sign merchanis, offering mcentives and lower merchant discount;

e leverape Diners Club acceptance and processing networks, where possible

Risks/Constraints

* costs 1o hild global merchant acceptance netwerk and supporting infrastructure are large - Discover spent $1-
t5Bilkon 10 build only U'S network,

o Cibank would sutler lost imterchange revenue as merchants take advanrupe of meentive rates on new mack

o Cittbank s untikely 1o duplicate Visa’s plobal aceeptance network in o foresecable future

Impact on Visa and remaining Members
¢ Current mterchange structire undenuined by incentive pricing on new mark,
*  Loust Visa valumne & corresponding revenues as transactions routed through new ik

Potential impact on 2.10¢ and Duality
¢ ncw acceptance mark, if unchallenged by Visa, would hkely weaken Visa position on 2.10¢.

Probability of scenarior 1.OW
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Scenario Ia

Crticorp decides fo creare a lmtied purpose aceeprance mark and supporting mfrasiencture. Citibank wonld
promote this mark 1o high voltane and serategically inporians merchants wili a goal of creating uriggre preducty
amd service for these merchans. The new mavk wonld be added 1o aft Visa & MC s portfolio

Objectives/Rationale

dilferenniate;

improve returns (alter acquisition, 10bp improvement m ROA translates for CClinto $1 2 - $1 SBillion in
cremental market valuation), by offering an enhanced and unique serviee levels negotiated imdependently of
Visa with a selected subsct of merchants. and hence developing a product which is umiversally accepled because
of a lower nterchange and enables CCl o charge customers adequate fees:

evolutionary gain acceptance and eduvcate consumer and merchants;

CXCraIse more ICVCrﬂgC OVET ASSOCIATIONS,

use 1 as a test/pilor of the feasability of possible separation from associations |

depending on the results, may ultimately lead to creation of s closed-loop system wilh yuproved returns and
leverage consumer purchase information as a new source of value, while radically reducing: the power of
associlions.

Exccution steps

put a new mark on newly issued and re-issued Visa & MC cards,

re-emter merchant acquinng business through acquisition and/or strategic parnerships;
apgressively sign lugh potential merchams, focusing on areas where new value can be created;
leverage Diners Clul acceptance and processing networks;
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Scenario la (cont.)

Citrcorp decrdes 1o create a linnted purpose aceeptance mark and supporting infraserncture Citibank wonldd
promote this mark o high volume and strategi ally impeorten merchants with o Lol of creating unigue produccts
and service for these merchenits The new mark would be added 10 all Fisa & MC i ats portfolio.

Risks/Constraints

* costs to build global merchant acceptance network and supporting infrastructure are large - Discover spent $1-
1 5Billien 1o buld only .S network

e Citthank would suffer lost interchange revenue as merchants take advaniape of incentive rates on new matrk

Impact on Visa and remaining Members

s Cuwrrent interchange structure wnderniined by incentive pricing on new inark:

o [ost Visa volume & correspondimg revenues as ransactions routed through new mark:
* Weakens Visa’s ability 10 develop new value added POS SErvices,

Potential impact on 2.10c and Duality
* new acceptance mack, it unchiallenged by Visa, would likely weaken Visa position on 2 10e.

Seenario probability: MEDIUM
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Scenario 2

Crticorpr paviiers with o small groupy of ssuers and acegrirers fo launclt a new global accepronce mark and
merchant network. The wsuers would ineially add this mark to therr existong Visa and MO portfolios, with g long-
term poal of dropping 1V MC when adeguaie global avceptance attained

Exccution steps

s cstablish an alliance management office to coordmate eflorts:

+ put a new mark on newly 1ssued and re-issued Visa & MC cacds;

e apgressively sign merchants, offering incentives and lower merchant discount;
e leverage Diners Club acceptance and processing networks, where possible

Impact on Visa and remaining Members

o  Current mterchange structure undermnined by mcentive pricing on new mark,

s Losl Visa volume & conesponding revenues, as tumsactions routed through new mark;

*  As Visa volume drops, cost per remaming Member s hikely to go up (unless the scope of activity is reduced),
excriing additional pressure on Tssuers retums, and il will increase Members vudneralnlity to offers from
Anterican Express.

Potential impact on 2.10¢ and Duality

s if new acceptance inark 1s launched by Visa Members who control majonty of votes, Visa may be forced either
to accept Members issutng a competing brand (with all unpheation for 2.10¢), or resort 1o Visa Intermational
licensing agreement and embark on alenpthy htpation;

e ncw acceptance mark. if unchallenged by Visa, would likely weaken Visa position on 2 10e.

Scenarto probatility. 1 OW o MEDITIM

CAVEDOCS 0Mnbowskiviatm\CClScenario2.doc V300897
Lubowski
OUTSIDE COUNSEL ONLY - THGHLY CONFIDENTIAL SUBJECT TO PROTECTIVE ORDER



Scenario 3
Crticorp forms sirategic partnership wih Anierican Fxpress o leverage existing AMEX acceptonce nerwork

Objectives/Rationale

benefit from a higher mmerchart discount enjoyed by AMEX:

avoud the need to bunld a new merchant accepiance and supporting mfrastructure;

lake advantage of a closed-loop systemn with improved returns and leverage consumer purchase information as a
new source of value, while radically reducing the power of associations.

Execution steps

develop a new peneric acceplance matk 10 be put on both ponlolios;
reissue all Citibank Visa & MC cards and AmEx cards with new - generic” acceprance niark;
appressively work to expand merchant aceeprance,

Jomtly promole new acceprance nrauk (o merehunts and cardholders;

collapse Diners Club acceprance and processing 1o pactnershep when possible.

Risks/Constraints

Ciibank inay lose many cardholders duc to confirsion created by conversion and more limited merchant
aceeprance;
Citibank and AmEx are direct global financial services competitors,

Impact on Visa and remaining Members

Visa would immediately lose 14% of volume and $ in foes and assoctied revenuces;,
Thns would dramatically strengthen Amiix in payvinent business.
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Scenario 3 cont.
Cliticory forms strategie partiersiup with imerican bapress to feverage existimg AMEX accepranee petwork

Potential impact on 2.10¢ and Duality
¢ most likely amounts to violation of 2 10¢ and teads to CCl exiting Visa,

Scenario probalality LOW
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Scenario 4
I exchange for conversion of Uisa portfolios to MastorC ard, MC agrees 1o provide preferceiticd (reatinent 1o a
selected groupy of magor bsuers. Preferential treatment amiounts 1.

issnance of wnigne producis by selected few (hivher interchange, special services, POS differentiation, cte j;
special prices for services provided by MO

refocns fronr brand advertising fo opening new markers. foss preveniion programs, low-cost operaiion, cle
credic new businesses (e chip-related, information velared) for selecied few:

putiings thee MC ogo on the back of cards.

Execution steps

MC gains necessary approvals to establish new membership cluss,

MC alters theu business model 1o better support large issuers;

Seleet issuers beypm converting partfolios fram Visa o MC,

MO and select issuers develop and mitroduce new products and services,
MC and select issuers create new businesses

Risks/Constraints

Potential dificulties m ¢hanginge modus operandi of the Association:
MC may find risk of alicnating simall and medium members too greal 1o proceed.

Impact on Visa and remaining Members

Visia would immedrately lose % of volume and $ in fees and revenues assoctated with “selected few”, but could
gam volume from disenchanted remaming Members of MC.

Potential impact on 2. E0¢ itnd Duality

may lead to the end of dualiy

Scenano probability MEDIUM
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[Visa response/short-term action plan

preemptive - (o prevent seenarios from malterializing

share details of project CONCORD with selected large Members, solicit thewr feedback;
articulate, and when possible dimension, the degree of difficulties in replacmg/rephcating the aceeptance network
and supporting infrastructure;
articulate the down-side patential of Cincorp’s ideas for other Members;
mitiate/continue the dralopue with those large Members who are awarc of Citicorp expressed dissatisfaction with
the status quo, and assess their posiion and potential appeal of speailic Citicorp s ideas o speceific larpe
Members;
decide which objectives of CCl can be met o preempt any of the identified scenarios; address the queston of
how fin wre we willimg/would we be allowed to po, and under what conditions, ey,
more on opening new markets, vnproving global acceptance, processing cificiency and effectiveness,
buildmy bankruptey carly waming system, etc ?
decide whether the potential outcome of Scenario 415 acceptable {rom a market share and economics point of
view, and consider oltering similar amangement recogiizing the engoing mdustty consolidation, and the risk of
cnding up with smatl and medwim-size Members who will be ultinately acquired be a “sclected few™ Members of
ML
constder bunming putting new aceeptance mark on Visa card (nisk - MC will allow them 10 do that)

long-term - if scenario plays out
TBD
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